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COMMENT AND OPINION 


The C.I.C.A.’s Golden Jubilee 
ON May 15, 1902, Lord Minto, who 

was then Governor-General of 
Canada (Sir Wilfrid Laurier was Prime 
Minister), signified his assent to the 
Act of Parliament incorporating The 
Dominion Association of Chartered Ac- 
countants. The present year  there- 


fore is the Golden Jubilee year of the 
Canadian Institute [sc], and it will be 
appropriately celebrated at the 50th an- 
nual meeting of the Institute in Quebec 
and Montreal in September. 

To nearly 5,000 members of the 


Canadian Institute today, each of whom 
is also a member of one or more of the 
ten constituent Institutes in the Provinces, 
the Canadian Institute is, we imagine, a 
somewhat staid and dignified old lady, 
who serves a useful purpose in co- 
ordinating the activities of the pro- 
vincial Institutes, in cooperating with 
them to maintain and to raise standards 
of instruction and examination as well 
as of practice, and in various other 
ways. That in its early years the C.I.C.A. 
was looked upon by some of the Insti- 
tutes in an altogether different light will 
no doubt come as a surprise to many. 
Such, however, is the unvarnished truth. 

As a matter of fact the incorporation 
of the C.I.C.A. led to intermittent war- 
fare with the existing provincial Insti- 
tutes and to a legislative struggle be- 
tween the Province of Ontario and the 
Parliament of Canada, which was final- 
ly resolved in the most drastic way 


known to our constitution, viz., by the 
Dominion Government disallowing cer- 
tain Ontario legislation in 1908, some- 
thing which we can not even imagine 
happening at the present day. For 
some years indeed the Canadian Insti- 
tute actually carried on independently 
of the then provincial Institutes, hold- 
ing examinations and conferring quali- 
fications, including the right to use the 
designation ‘Chartered Accountant”. 
It goes without saying that the differ- 
ences were settled at last, when the 
present relationship between the pro- 
vincial Institutes and the Canadian In- 
stitute was agreed upon, and that these 
arrangements have proved their excell- 
ence for more than 40 years of the 
C.I.C.A.’s half-century of existence. 


Every member of the Canadian Insti- 
tute is urged to come, if he possibly 
can, to the 50th annual meeting at 
Quebec and Montreal in September, to 
help make the Golden Jubilee celebra- 
tion a memorable one. 


Truth and Income 


7 HAT is truth?” asked Pontius 

Pilate and (saith Bacon) stayed 
not for answer. “What is income?” 
ask countless persons and still wait for 
an answer. The question of the true 
nature of income is a subject of lively 
interest today among businessmen, 
economists, lawyers, accountants, and 
taxpayers, and in other countries be- 
sides Canada. In Great Britain, for 
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instance, the Millard Tucker Com- 
mittee produced a report on the Taxa- 
tion of Business Profits a year or so 
ago and only the other day a chairman 
(Lord Radcliffe of Werneth) was at 
last found (following the successive 
resignations of Lord Cohen and Lord 
Waverley, the latter as a result of a 
storm of criticism at his appointment), 
to preside over a Royal Commission on 
the Taxation of Profits and Income. In 
the United States a Study Group com- 
posed of eminent economists, account- 
ants, and lawyers, with the aid of 
grants from the American Institute of 
Accountants and the Rockefeller Founda- 
tion, has just produced a report sig- 
nificantly entitled “Changing Concepts 
of Business Income”. In this country, 
everyone who reads the reports of in- 
come tax decisions cannot help but be 
aware of the uncertainties which have re- 
sulted from the imposition of a tax on 
“income’’. 


In the case of income from a busi- 
ness, a controversy has been raging for 
years now, with no sign of abating, as 
to the validity of a measurement of 
profit which is based on a variable 
standard. In this country another prob- 
lem is manifesting itself more clearly 
with every passing day, namely at what 
point of time does a business profit 
emerge, for example, in accounting for 
returnable containers and the like, in- 
stalment sales and other transactions 
giving rise to so-called deferred in- 
come. 


The chaotic state in which the con- 
cept of income rests today has, it seems 


to us, led to genuine injustice in not a 
few income tax decisions, though a re- 
cent decision of the Supreme Court of 
Canada (the Judges, however, dividing 
three to two) creates hope for the 
future. We are rather inclined to the 
belief that much of the confusion sur- 
rounding the word “income” results 
from the fact that income can be look- 
ed at from two aspects, at its source 
and at its destination. Under the Can- 
adian system (unlike the British, for 
example) tax is imposed on income not 
at its source but at its destination, and 
inasmuch as income from one source 
may have more than one destination, 
injustice will result if the tax is im- 
posed at each destination on the full 
amount which arose at the source. 

In the recent decision of the Supreme 
Court of Canada to which reference 
was made (Bouck v. MNR), a testator 
directed the trustees of his estate to pay 
his wife the income therefrom to be 
applied in her sole discretion for the 
maintenance of herself and children 
until the latter all attained the age of 
25. A majority of the Supreme Court 
held that only the portion of the re- 
venue appropriated by the testator’s 
wife for her own use was her income 
and that the amount expended by her 
on her children was not her income 
but, presumably, theirs. The view thus 
enunciated (though not the unanimous 
view of the Court) may well herald a 
more realistic attitude towards the in- 
come concept, that income is not equi- 
valent to receipts but to the amount 
beneficially received, i.e., for the use 
and enjoyment of the recipient. 


(Notice of the 50th annual meeting of the C.1.C.A. and the draft program 
appear on pp. 8-10) 














Preparation of Interim Financial 
Statements in a Manufacturing Concern 


By James D. Wilson, C.A. 


Some of the problems 
which arise and how to meet them 


| ROAST i A ES EMRE SO EAMES: SOME HER PR TEASE DS CT SAREE ASOENR TERETE 


_— some companies have for 
years followed the practice of 


preparing interim financial statements, 
it is only in recent times that the pre- 
sentation of financial reports at regular 
intervals during the year has become 
common. With a widespread circula- 
tion of business data generally, the 
practices of our most progressive busi- 
ness organizations have been adopted 
by management in ever increasing 
numbers in order that it might use the 
information and means of control af- 
forded by such reports. In some cases, 
management requests public account- 
ants to prepare the statements because 
it wishes to obtain an independent 
opinion of the results achieved, but 
generally the accounting department 
within an organization prepares them 
under direction of the comptroller or 
secretary-treasurer. 


Let us examine some features of the 
preparation of interim financial state- 
ments with emphasis on manufacturing 
operations. First of all, it is obvious 
that the degree of verification and an- 
alysis in preparation cannot approach 
that of a yearly financial statement since 
a great deal of the value depends upon 
submission to management as soon as 


possible. Secondly, interim statements 
should aim to show the trend of results 
rather than “dollars and cents’ accur- 
acy. The handling of the following 
items must be considered when setting 
out to prepare an interim statement 
which will reach management soon 
enough to be useful:— 

1. Purchases and expenses; 

2. Billings to customers; 
. Materials and inventories; 
. Sundry entries; 
. Other considerations. 


W od Ww 


1. Purchases and Expenses 


It is obvious that the same “internal 
control” does not exist over bills from 
suppliers as over, say, the preparation 
of invoices for customers. It is im- 
portant to receive invoices from sup- 
pliers promptly so that they may be 
processed through the purchasing rou- 
tine. Efficient purchasing department 
organization is essential to pass invoices 
for accounting quickly and accurately. 
Where certain invoices have not been 
received at the period end and the 
amounts involved are substantial, refer- 
ence must be made to the record of 
unfilled purchase orders and receiving 
slips so that the periodic closing will 
not be delayed. 








Normally, raw materials will be car- 
tied to inventory at the time of pur- 
chase and production for the period 
charged with the amounts issued 
through requisition. A summary of 
these requisitions must, of course, be 
prepared, the total of which will rep- 
resent the amount of material used. 


Expenses which appear on the state- 
ment will fall into the usual classifica- 
tions of factory, office and administra- 
tion, selling, etc., but the general break- 
down between fixed and variable can 
be put to good use, as will be seen 
later with variable expenses. The point 
is to see that these charges are allo- 
cated to the period to which they 
belong and this may require an accrual 
where invoices from suppliers are not 
available at the time of closing. 
Whether factory supplies are carried 
as inventory and allocated to produc- 
tion as used, or charged directly on re- 
ceipt from the supplier, will depend 
upon the practice followed. There can 
be no doubt of greater cost accuracy in 
following the former method and in a 
very large operation the amounts in- 
volved would be considerable. How- 
ever, there is more clerical work (and 
expense) in “‘stores” routine than some 
concerns consider worthwhile; hence 
the second method will often be found 
with a corresponding effect on profits 
where the supplies purchased vary sub- 
stantially from one period to another. 


2. Billings to Customers 
Invoicing to customers should be 
kept up to date at all times in order 
to obtain sales and accounts receivable 
figures for the statement. Moreover, 


final billing figures will probably deter- 
mine such items as salesmen’s commis- 
sions and royalties (if any), not to 
mention the accounts receivable post- 
ings and statements to customers which 
expedite collections. 


Some businesses 
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follow a practice of “invoice with 
goods”; but this procedure would de- 
pend upon the special nature of the 
particular business. In some types of 
special order manufacturing, the job 
cost figures and billings are prepared 
from similar sources and a procedure 
must be worked out to insure free flow 
of information to both departments. 

The time spent in checking invoices 
can often be excessive, but proper care 
taken during extending, checking, typ- 
ing, etc., should save a great deal of 
time in the final stage. 


3. Materials and Inventories 


Statements based on estimated fig- 
ures such as cost of sales for the pre- 
vious fiscal period cannot be considered 
too satisfactory in manufacturing opera- 
tions where work in process is an im- 
portant factor, and is likely to vary 
considerably. However, where cost 
records are maintained, both costs for 
the period and work in process figures 
are normally arrived at as part of the 
procedure. Requisitions covering ma- 
terial used in production should, of 
course, be put through, preferably on a 
daily basis. For reasons of stock con- 
trol, these are often entered on the 
inventory records when first made out 
and priced later when notification has 
been received of being filled. When a 
regular routine is followed, there 
should be no question of having pro- 
duction charged with all material used 
during the period. Periodic physical 
testing of inventories during the year 
will be done as a matter of course for 
purchasing control and/or detecting 
of costing errors; but the interim state- 
ment will primarily be based on book 
inventory figures. 

The problem of overhead included 
in the inventory valuations at the 
period end for work in process and 
finished goods is worth noting. This 
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Preparation of Interim Financial Statements 


is often eliminated from the inventory 
values at the year end and set up again 
on the books afterwards to agree with 
the perpetual inventory records. The 
resultant credit must not, of course, be 
reflected in profit and loss and would 
merely be applied to the balance sheet 
inventory valuation. For purposes of 
earnings on subsequent interim state- 
ments, it should not be necessary to 
make further adjustment for this over- 
head as long as a consistent basis of 
costing and inventory valuation is used. 


Certain production for internal use 
can be expected in some organizations 
and where this is the case, it will often 
occur regularly. Some attention should 
be paid to substantial expense items of 
this kind which may be in production 
over more than one interim period. In 
these cases, work done should be 
charged to the period concerned rather 
than deferred (through work in pro- 
cess, etc.) until completed. The effect 
of substantial charges for, say, repairs 
to equipment accumulating over sev- 
eral periods can be considerable when 
finally applied against earnings of one 
period. 


Where requisitions are used both for 
the issue of material on orders for fac- 
tory production as well as for goods 
to be filled from stock, a point of inter- 
est may arise. At the month-end, work 
in process would include material re- 
quisitions for such factory orders as 
are still incomplete, but consideration 
must be given to recent issues from 
finished goods which have not been 
billed to customers. When a signific- 
ant amount is thus involved, an adjust- 
ment should be made on the finished 
goods inventory for statement pur- 


poses. 


4. Sundry Entries 


A number of our overhead items can 
be considered as fixed charges which 





Mr. James D. Wilson, C.A., com- 
menced his career in public ac- 
counting in 1937. After service 
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the war, he completed his train- 
ing and obtained his C.A. degree 
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with Business Systems Limited, 
Toronto, since 1949 and at pres- 
ent is accountant and office man- 
ager of that firm. 
repeat from one period to another; 
others which are not fixed in amount 
likewise recur. I suggest that these 
items be entered in a standing-entry 
record so that none may be overlooked 
when finalizing. Other sundry entries 
may be put through the books in the 
usual way from vouchers, etc. Accruals 
at the period end will probably be 
made up of various expenses which 
normally would be entered on the 
books in the following period. To 
avoid the necessity of a subsequent 
reversing entry, such amounts are usual- 
ly recorded as a statement entry only. 
A similar treatment is likewise suggest- 
ed for the provision for taxes on in- 
come. A possible cause of distortion 
in some cases is expense accruals set 
up on the books at the year-end and 
subsequently reversed in the expense 
account. Such amounts should be 
noted, if not offset in the following 
interim period, since failure to make 
adjustment would result in incorrect 
earnings figures. 


Labour costs are normally not a 
source of difficulty. The setting up of 
accrued wages at the period end would 
be a usual part of statement procedure, 
but the breakdown of labour between 
direct and indirect should not be over- 
looked when establishing overhead 
charges and work in process figures. 
From a cost standpoint, periodic recon- 
ciliation between payroll figures and 
labour in production to establish that 
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all labour paid for had been applied 
would seem to be necessary. 


5. Other Considerations 

In the actual preparation of the state- 
ment, there are several procedures 
which will facilitate matters consider- 
ably. A proper arrangement of the 
general ledger accounts can assist great- 
ly in the consolidation of our statement 
figures. It should be obvious that a 
primary segregation of accounts be- 
tween balance sheet and profit and loss 
would be very useful in itself. The 
advantages of using information from 
both of these sections at one time, as 
it is possible to do, should be apparent. 
It is also very helpful to maintain a 
subsidiary expense control record. The 
generai ledger record then might con- 
tain only control accounts for various 
expense classifications, such as admin- 
istration, selling, and factory. Similarly, 
the expense detail may be compiled in- 
dependently, thus enabling a break- 
down of the work involved in obtain- 
ing all necessary figures for the period 
end. 

Once the general ledger has been 
posted and added, it should be possible 
to enter certain figures directly to the 
statement if blank statement forms have 
been prepared in advance. Summaries 
of other balances may be prepared 
as the accountant proceeds through 
the ledger and the amounts likewise 
entered. This dispenses with the need 
for the listing of a formal trial balance 
and the same result is accomplished 
by the balancing of the statement itself. 
‘Where the practice is to enter com- 
parative figures for previous years, 
these may be entered in advance and, 
in the current statement, the monthly 
profit and loss figures and those in the 
expense schedules can be obtained by 
subtraction of previous cumulative 
totals from the current cumulative totals 


to date. The elimination of cents is 
also something which is coming into 
more general use. 


Whether surplus changes are shown 
on a separate statement or on the bal- 
ance sheet will be a matter of indivi- 
dual procedure. When shown on a 
separate statement, detail of all surplus 
changes for the year to date may ap- 
pear, whereas the balance sheet may 
show, for the sake of good presenta- 
tion, only the changes during the cur- 
rent interim period. Needless to say, 
the former method will give a more 
detailed presentation but, in practice, 
both methods are found. 

Should interim statements be pre- 
pared weekly, monthly, bi-monthly, or 
quarterly? This may depend upon the 
degree of control considered necessary 
by management as well as on other 
considerations. Certainly, in a newly 
organized or re-organized concern, or 
one which is operating on a very close 
margin of profit, there are strong argu- 
ments in favour of a shorter interval 
between statements than in other con- 
cerns operating on a more favourable 
level. At the same time, there are 
cases where very little would be lost in 
the presentation of a bi-monthly state- 
ment rather than on a monthly basis. 


Where interim figures for public 
companies are published in the daily 
press or financial periodicals, it would 
seem that the usual practice is to pre- 
pare such statements on a quarterly 
basis. However, it is probable that 
most of these companies prepare other 
financial reports at more frequent inter- 
vals for internal use by management. 


Where are prepared 


statements 


monthly, it has been held that figures 
presented by the 15th of the following 
month should meet management re- 
quirements as to time limit. In a well- 
organized concern, it may be possible 
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Preparation of Interim Financial Statements 


to have a completed statement even 
more promptly and, in fact, some con- 
cerns work towards a date as early as 
the 10th. With a cost system in oper- 
ation and work in process figures de- 
veloped as part of the procedure, one 
organization would have an advantage 
in this respect over another where work 
in process was determined by physical 
count. 


However, perhaps a more important 
factor from a time standpoint exists in 
those concerns which depend upon re- 
ports from other divisions or branches 
located elsewhere, and whose figures 
are necessary for a combined or con- 
solidated statement of the whole or- 





7 


ganization. In such cases, head office 
must exercise such control over branch 
accounting procedures as will ensure 
that any delays in reporting are re- 
duced as far as possible. 


It is, of course, necessary to obtain 
the co-operation of all concerned in the 
various steps toward bringing the state- 
ment figures together. A great deal 
will depend upon the ability of the ac- 
countant or comptroller to obtain the 
best that his staff can produce. He 
must display the qualities of a diplo- 
mat, counsellor, disciplinarian, and efii- 
ciency expert, all in varying degrees 
and at different times. 
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THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


Notice of Annual Meeting 


Montreal, September 11, 1952 


The fiftieth annual meeting of The Canadian Institute of Chartered 
Accountants will be held in Montreal, Quebec, at the Windsor Hotel, on Thurs- 
day, September 11, 1952 for the reception of reports and other business. 

Further details are set out in the draft program following. 

Notice has been received by the secretary of a motion to amend the 
following by-laws: 


That by-laws 1, 2, 3, 4, 5, 7, 9, 10, 11, 12, 13, 14, 15, 16, 17, 18, 20, 21, 22, 23, 25 and 
26 be amended by substituting the words “Canadian Institute” for the word “Association” in 
all instances in which the latter appears in the aforementioned by-laws. 

That by-law 6 be amended to read: 

“The officers of the Canadian Institute shall be a president, a first vice-president, a second 
vice-president, three regional representatives, the immediate past president, a treasurer and 
a secretary, all of whom, with the exception of the secretary, must be members of the 
Canadian Institute.” 

That by-law 17 be further amended by substituting the words “six months thereafter” 

for the words “four months thereafter”. 

That by-law 24 be amended to read: 

“The common seal of the Canadian Institute shall be of a circular form, and shall contain 
the words “The Canadian Institute of Chartered Accountants, Incorporated 15th May 
1902”. 

That Schedule “A” referred to in by-laws 8 and 17 be amended to read: 


SCHEDULE “A” 
(Referred to in by-laws 8 and 17) 
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Code: P — President 2 VP — Second Vice-President 

IPP — Immediate Past President RR — Regional Representative 


1 VP — First Vice-President 


Note: Under the provisions of By-law 8 and this Schedule the Institutes of British Columbia, 
Ontario and Quebec each have the right of nominating the president once every six 
years, the Institutes of Alberta, Saskatchewan and Manitoba each have the right of 
nominating the president once every nine years, the Institutes of New Brunswick and 
Nova Scotia each have the right of nominating the president once every eighteen years, 
and the Institutes of Prince Edward Island and Newfoundland each have the right of 
nominating the president once every thirty-six years. 

A. E. BEAUVAIS, CLEM L. KING, 


President Secretary 
Toronto, Ontario, July 5, 1952 
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50th ANNUAL MEETING 
Draft Program 


In Quebec City 


Friday, September 5 


Committee on Education and Examinations 
Committee on Education and Examinations 


Saturday, September 6 


Council 

Function at Laval University 

Reception, dinner and dance at Manoir St. Castin for mem- 
bers and their ladies 


Monday, September 8 


Council 
Luncheon for members and their ladies 
Council 
Function 


Tuesday, September 9 


General Session 


In Montreal 
Tuesday, September 9 


Reception for members and their ladies 


Wednesday, September 10 


General Session 

Quebec Institute luncheon for members 
Golf 

Fashion Show 


Thursday, September 11 


General Session 

Annual General Meeting 

Luncheon for the visiting ladies at the Chantecler in the 
Laurentians 

Reception for members and their ladies 

Dinner 

Dance 











Chartered Accountancy as a Career 


By J. R. M. Wilson, F.C.A. 


What a chartered accountant 
is and does, and how to become one 





Choice of a Vocation 

IINKING back to the years when 

I was in high school, as I recall, 
my friends and I gave a good deal of 
thought to various professions or voca- 
tions which we thought would provide 
us with an interesting life. Naturally, 
it was the vocations that we knew 
something about. Streetcar conductors, 
firemen, doctors, ministers, school 
teachers, and the corner storekeeper all 
came within our direct experience and 
we had some way of judging whether 
such vocations would appeal to us. In 
addition to these more obvious possi- 
bilities there was another group of 
vocations which we were in a position 
to appraise, although obviously very 
inexpertly. Vocations like the legal 
profession, medicine, dentistry, and the 
stage made their impression upon us 
through occasional contacts with prac- 
titioners. And through our reading, of 
course, we could not help but know 
something of the lure of journalism. 
Chartered accountancy, however, was a 
vocation that most of us had never 
even heard of; and it was only by the 


sheerest of chance that I found out 
something about it at a time when I 
had to reach a decision as to which 
way to turn. In the absence of either 
parent or teacher with some knowledge 
of the accounting profession this is 
probably inevitable for most students 
in high schools and colleges, for there 
is no reason for them to come in con- 
tact with, or hear about the work of, 
a chartered accountant until after their 
education is completed. From my own 
experience I know of many who might 
have had a very worthwhile career in 
the accounting profession who never 
even investigated it because it never 
occurred to them. 


What a Chartered Accountant Does 


For this reason I think it might be as 
well to start by discussing briefly what 
a chartered accountant does. 

Almost half the chartered account- 
ants in Canada are engaged outside of 
professional practice and as such they 
act as treasurers, comptrollers, and 
sometimes general managers of com- 
panies throughout Canada. Some are 
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in the government service. One may 
notice from reading the financial pages 
of the newspapers that it is becoming 
more and more frequent to find that 
with public companies the treasurer is 
a chartered accountant. 

Of those who practise the profession, 
some are sole practitioners but most 
are partners or employees in firms of 
practising accountants. Some firms have 
offices in one city only; others in as 
many as 10 or 15 cities across Canada. 
Most chartered accountants who are in 
practice — even those practising alone 
— are assisted in their work by stu- 
dents-in-accounts, who are taking a 
course of training to become full 
fledged chartered accountants. In gen- 
eral the ratio is somewhere in the 
neighbourhood of 11/, students to each 
chartered accountant in practice. 

The most important part of the prac- 
tice of chartered accountants is audit- 
ing or the examination of financial 
statements. Every limited company is 
required by law to appoint auditors 
who must report to the shareholders 
whether in their opinion the statements 
exhibit a true and correct view of the 
state of the company’s affairs. It has 
become the practice over the years for 
the position of auditor to be filled by 
professionally trained people who 
know what checks of records and docu- 
ments and what other procedures 
should be employed in order to enable 
them to express an informed opinion 
of this nature. In Canada much the 
largest group of professional account- 
ants are those who are known as 
“chartered accountants”. 

The examination of financial state- 
ments (or, as it is more usually refer- 
red to, “auditing”) requires a certain 
amount of checking of supporting data 
againsts books of account. The old- 


fashioned picture of an auditor as one 
who sits at a desk and methodically 


checks the figures shown by the com- 
pany’s books, is, however, far from a 
realistic one to-day. Over the years the 
amount of detailed checking has been 
reduced to the point where now a test 
of the records is usually considered 
sufficient in larger businesses. The de- 
tailed work of addition which formerly 
used to occupy a good deal of the time 
of auditors and particularly of their 
students is now done in many cases by 
comptometer operators who can do the 
work much more quickly and, sad to 
say, much more accurately. In addition 
to such checking of records as is still 
required — and of course this is still 
an important part of auditing — the 
auditor does such diverse things as en- 
quire into the manner in which duties 
are divided up in an office so as to 
satisfy himself that there is a reason- 
able method of internal control, send 
out circularization notices to customers 
asking them to advise him whether the 
account is correct or not, observe the 
taking of physical inventories and 
make test counts of inventories, count 
cash and securities and investigate the 
method of determining costs. The 
carrying out of this program brings the 
auditor into touch with all phases of 
the company’s business, and because of 
this there is no better way of finding 
out about any business than through 
the auditing route. The work of a 
student-in-accounts has been described 
as a “Cook’s tour of business’, and it 
is just that. 


However, chartered accountants do 
more than merely examine financial 
statements. For one thing, they also 
advise their clients on taxation matters 
which is a very important thing these 
days. They not only prepare tax 
returns but carry on with the taxing 
authorities discussions necessary to ar- 
rive at a settlement if the return is 
challenged on assessment. 
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Chartered Accountancy as a Career 


Then again, chartered accountants 
interpret to their clients the signifi- 
cance of the various figures appearing 
in the financial statements. Most busi- 
nessmen, and I have in mind particu- 
larly the proprietors of small business- 
es, are unversed in the ways of account- 
ing and are therefore not able to take 
full advantage of the information con- 
tained in financial statements. The 
chartered accountant therefore fre. 
quently sits down with the manager 
and points out to him where the busi- 
ness is headed, what financial shoals 
lie ahead, what has happened to the 
profits, what lines are proving profit- 
able and what lines unprofitable, and 
so on. 

But the work of a chartered account- 
ant cannot be confined to any recital of 
some of these more usual activities 
which I have mentioned. On the con- 
trary most accounting practices will 
branch off in various directions de- 
pending on the abilities of the prac- 
titioners and the needs of the clients. 
Thus, some chartered accountants will 
find that a considerable part of their 
time is spent in developing effective 
systems for offices, others in the prep- 
aration of budgets, others in the prep- 
aration of briefs for submission to gov- 
ernment authorities, and others in the 
examination of businesses with a view 
to finding out what their value is for 
a prospective purchaser. I think if a 
practising chartered accountant were 
able to state how many different things 
he has turned his hand to during the 
past week, his listener would be 
amazed at the ramifications of an ac- 
counting practice. Suffice it to say that 
it is completely unrelated to the typical 
picture of the chartered accountant 
who methodically ticks away at figures 
in a book. 


Chartered Accountants in Canada 


In Canada to-day there are some 
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4900 chartered accountants. Each one 
is a member of a provincial Institute — 
nearly 2000 are members of the On- 
tario Institute — and each provincial 
Institute, among other things, is re- 
sponsible for the admission and train- 
ing of students and the discipline of its 
members. Each of these members is 
also a member of the Canadian Insti- 
tute of Chartered Accountants, the fed- 
eral organization which takes care 
of those professional activities which 
are better handled on a national basis. 
Among other duties the office of the 
Canadian Institute assists in the prep- 
aration of uniform examinations at the 
intermediate and final levels. As a re- 
sult all students-in-accounts in Canada 
(with a few exceptions) must pass the 
same examinations in accounting and 
auditing before they can be admitted as 
chartered accountants to their provin- 
cial Institutes. 


Ontario Requirements 

In Ontario three things are necessary 
for a student before he can become a 
chartered accountant — service, in- 
struction and examinations. First, a 
student must be employed by a prac- 
tising member and spend several years 
as a student-in-accounts. The number 
of years of service varies with the edu- 
cational status of the student at the 
time of his entry. Thus a Grade XIII 
graduate (and this is the minimum 
educational requirement in Ontario) 
must spend five years as a student, 
while a university Arts graduate, other 
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than in Commerce, need only take four 
years. The Commerce graduate on the 
other hand has his period of service re- 
duced to three years. In most other 
Provinces the requirements are sub- 
stantially the same. 

During this time the student will 
be engaged full time by a chartered 
accountant and will work with charter- 
ed accountants and, probably, other 
students. At first he will be acting as 
an assistant to a senior student or a 
practising member. Later in his course 
as he gets more experience he will be 
put in charge of some of the smaller 
jobs and take charge of the work to 
be done in the client’s office, reporting 
to a chartered accountant at the end of 
each assignment and presenting his 
papers to him for review. By the time 
he becomes a full fledged chartered ac- 
countant he may continue his employ- 
ment, in which case he will be given 
even more advanced work or he may be 
admitted to partnership, or he may 
take another position. 

During his student period he must 
take a course of instruction. The In- 
stitute of Chartered Accountants of 
Ontario provides a five year course in 
collaboration with Queen’s University. 
The Grade XIII graduate takes the full 
five years of the course, the Arts stu- 
dent takes the last four, the Commerce 
student the last three. The course 
primarily covers accounting and audit- 
ing but also has lessons in law and 
economics. At the end of the first 
year of the course the Ontario Insti- 
tute sets a primary examination con- 
sisting of four papers—two in account- 
ing, one in auditing, and one in law. 
These must be passed by the student 
before he is allowed to sit for the in- 
termediate examination which comes at 
the end of the third year. Graduates 
in Arts or Engineering must also write 
the primary examination, although 


they are not required to take the first 
year course. Commerce graduates are 
granted an exemption from this set of 
examinations. 

At the end of the third year 
course the intermediate examinations 
must be written and, as I mentioned, 
this is on a uniform basis throughout 
Canada except for law where a separate 
examination is set by the Ontario In- 
stitute. For those who have not grad- 
uated from a university an examination 
must also be passed in economics and 
this may be taken at either the end of 
the second, third, or fourth year. 


After passing the previous examina- 
tions, completing the course of instruc- 
tion and the necessary period of ser- 
vice, the student is in position to write 
his final examinations and on passing 
these will be admitted as a chartered 
accountant. 


Two Misconceptions 

I would like to clear up two mis- 
conceptions about our profession. First, 
the examinations of the Institute of 
Chartered Accountants are not too dif- 
ficult for an intelligent student. Last 
year in Ontario 64% of the students 
writing passed their primary examina- 
tion, 63% their intermediate examina- 
tion, and 61% their final, while 18% 
were allowed a supplemental examination 
on the final. Supplemental examinations 
are allowed only at the final level. It 
would be simpler, of course, if we were 
able to point to a 100% passing record 
but the Institute has always been proud 
of the standards of achievement of its 
members, and has never been willing to 
lower these standards. On the other hand 
there is every indication in these figures 
that a student who has an aptitude for 
this work need have no fear as to his 
ability to get through. 

Another misconception of the ac- 
counting profession is probably related 
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to the remuneration of the student. 
In England, it is true, an apprenticeship 
system prevailed before the war and 
sometimes substantial premiums were 
paid to enable a student to be appren- 
ticed to a practising member. There 
is no premium system in this country 
but on the contrary the students are 
paid a wage by their employers. Na- 
turally it is not as much as they might 
expect to get in other employment be- 
cause a certain amount of their time 
is spent in receiving instruction and 
writing examinations, etc. On the 
other hand, it is usually much more 
substantial than most students receive 
who are doing “interne” work in some 
other professions. Each year as he pro- 
gresses the student will receive an in- 
crease in his monthly salary. 


Advantages and 
Disadvantages of Accountancy 


There are, of course, advantages and 
disadvantages to every career and to 
every profession. Whether for any 
particular student the advantages of 
chartered accountancy as a career over- 
whelm the disadvantages or vice versa 
will depend on his particular aptitudes 
and qualities. For what appears to be 
an advantage to one person will be a 
disadvantage to another. Most char- 
tered accountants would, I think, state 
that they have obtained their greatest 
satisfaction from the breadth of ex- 
perience gained through practising 
their profession. As they go in and 
out of many different businesses, or- 
ganizations, and institutions and deal 
with their divergent problems, both in 
Toronto and elsewhere, they gain ex- 
perience and make contacts which has 
made for them a more interesting life 
than they could have had were they 
tied to one desk in one office. I think 
also that they value the position in the 
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community which we believe the char- 
tered accountant holds, although out- 
siders would probably be able to judge 
better whether this is only presumption 
on our part. 


An advantage to some and a disad- 
vantage to others are the work and 
study habits which are learned. There 
is no question that a high standard of 
application is necessary for a student 
to become a chartered accountant. 
Working day after day, and frequently 
a good many nights, and at the same 
time carrying on a course of studies, 
having to send in lesson assignments 
and write examinations means that the 
student has very little spare time dur- 
ing the years he is studying his course. 
For those who like regular hours, and 
a guarantee that after the clock strikes 
five their time is their own, chartered 
accountancy is a poor career to con- 
sider. But for some, work habits 
learned as a student have proved in- 
valuable to them throughout their life. 
Study habits also are important as the 
training of an accountant requires the 
development of a degree of exactitude 
not to be found in many other careers 
and a student learns not only how to 
tabulate facts but the importance of 
basing conclusions on fact rather than 
fancy. 

These advantages and disadvantages 
have been rather heavily weighed on 
the side of advantages. Perhaps the 
worst disadvantage of the chartered ac- 
countant’s career is the constant pressure 
under which he operates; at all times 
it seems there is a deadline just ahead 
which must be met. It is no profession 
for a person with bad nerves or for one 
who is inclined to blow up in an emer- 
gency. 

So far as monetary rewards are con- 
cerned I think the profession can be 
summarized as “not good and not 
bad”. As with all professions those 
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who have chosen it did not do so be- 
cause they can obtain the maximum 
monetary reward in that field. There 
are few chartered accountants in prac- 
tice to-day who could not earn more 
money in industry, but on the other 
hand there are few of them who do not 
obtain a reasonably comfortable living 
and while exact figures are not avail- 
able I would think the income of a 
practising chartered accountant would 
on the average be not less than that of 
a practising lawyer or a doctor. 


Aptitudes 

Having considered how to get into 
the profession and what the advantages 
and disadvantages of the profession 
are, let us look for a moment at the 
aptitudes which you would look for in 
someone who is considering accounting 
as a career. The Canadian Institute 
has done a good deal of research in the 
field of measuring aptitude in the hope 
of providing some assurance that those 
who start in the profession will be able 
to finish the course. We have found 
no general pattern against which each 
potential student can be measured and 
there is no guarantee that any man will 
be bound to succeed in this profession. 
At the same time, it is apparent that 
there are certain aptitudes or character- 
istics that a student should have. First 
of these would be good health and 
good nerves. While good eyesight is 
highly desirable a great many of our 
students wear glasses from the time 
they come in and seem to survive with- 
out too much difficulty. After good 
health I would put next a keen 
analytical mind, the type of mind that 
delights in solving problems and 


breaking them down to the essentials. 
I do not know whether a lively imag- 
ination comes with a keen analytical 
mind but if it does not I would certain- 
ly want to list this as a desirable trait. 
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In addition I would look for a good 
sense of proportion because in any pro- 
fession an ability to separate the wheat 
from the chaff is fundamental and this 
is particularly so in accounting. Next 
I would list as essential the ability to 
work with others, for accounting is a 
profession where people usually work 
as teams and can work more effectively 
in that way. Last among the aptitudes 
I would look for is stability of char- 
acter. The one thing more than any- 
thing else that a chartered accountant 
has to sell is an independence of view- 
point based on absolute integrity. If 
there is any question that integrity is 
lacking, the accounting profession is 
no place for a student to consider. 

But any listing of aptitudes for the 
accounting profession will be bound to 
suggest that these are in large measure 
what is required for success in any 
profession. And this should not be too 
surprising a conclusion. 


Finding out about the Profession 

If a student's abilities and aptitudes 
are such as would seem to fit him for 
accountancy the first step is for him to 
find out as much as he can about the 
profession so that he can judge for 
himself whether he would like it. He 
can obtain from the Institute of Char- 
tered Accountants a pamphlet setting 
out the particulars of the course of in- 
struction and other information which 
would be of interest to those who are 
considering whether they might be- 
come chartered accountants. More im- 
portant, however, might be for him 
to talk with some practising chartered 
accountant, and if his family have no 
friends in the profession it is usually 
possible to discover a friend of the 
family who does come in contact with 
a chartered accountant and ask him to 
arrange an appointment for the stu- 
dent. Or if he wishes he can come 
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down to the Institute and talk to the 
secretary. A good many students who 
want to find out about chartered ac- 
countancy do just this. I think that 
there is one thing I am safe in saying 
that no matter how busy a chartered 
accountant may be he is always anxious 
to talk to a young man considering ac- 
countancy as a career. But it is not 
enough to talk to chartered accountants 
alone. The prospective student should 
also talk to several businessmen, 
bankers, and others about chartered 
accountants, their work, and _ their 
position in the community, so that he 
can see the profession in a certain 
amount of perspective. Lastly he 
should, if he can, talk to some students 
presently employed in a chartered ac- 
countant’s office to find out what kind 
of work they are doing, whether they 
like it — and why. 


Obtaining Employment 


If the student then decides that 
chartered accountancy is the profession 
for him he must first obtain employ- 
ment with a practising accountant. At 
the moment this is not very difficult to 
do as there are plenty of openings for 
the right type of man. The prospec- 
tive student can answer newspaper ad- 
vertisements or he can call at or write 
to firms of practising accountants or he 
can get in touch with the Registrar of 
the Ontario Institute who will put him 
in touch with firms seeking students. 


High School or University? 

Last but not least I have left the 
problem of whether the student should 
go directly into chartered accountancy 
from high school or whether he should 
first take a university course. There are 
certainly three schools of thought in 
this connection. There are some who 


think that in most cases it is best for 
the student to go directly from high 








17 


school into the accounting profession. 
There are others that think the student 
should continue to university and take 
a general arts or engineering course. 
There are others who would recom- 
mend that the student should go 
through a course in Commerce and Fin- 
ance at the university. Leaders of our 
profession today have arrived at their 
present positions by all three of these 
routes. A substantial number of uni- 
versity graduates enter the profession 
each year but high school students still 
form the majority. 


The decision in any case will depend 
on many things including the ability 
of a student to finance the university 
course and his relative maturity. Most 
of all will depend on the boy himself. 
Some boys seem to do better if they 
leave high school and go to work im- 
mediately, and many who do so fill the 
gap in their education by reading and 
studying in later life. I know a great 
many chartered accountants who never 
attended university and who at 40 or 50 
are much better educated men than 
some college graduates of equal age 
who coasted through college to an easy 
degree and since college have let their 
learning processes stultify. In other 
cases a university course will appeal to 
a student only if it is directly related 
to the work he proposes to do in later 
life, and for these a course in Commerce 
and Finance may provide the stimulus 
which will develop the proper kind of 
work and study habits and at the same 
time give a wider educational back- 
ground than if the student did not at- 
tend university. For others an Arts 
course will provide in itself sufficient 
stimulus to develop good work and 
study habits and there are some courses 
at the university which will provide a 
wider educational background than will 
the Commerce course. In every case 
the right decision will depend on the 
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individual's ability to benefit from it. 


More than a Career — a Training 


In conclusion I would like to reiter- 
ate that chartered accountancy offers 
more than a career. For those who 
want to make it their life work it pro- 
vides an opportunity for an extremely 


interesting career. At the same time 
the course of training which culminates 
in the right to use the appellation 
“Chartered Accountant” gives a sound 
training which can be adapted to many 
other careers if the profession itself 
does not make a sufficient appeal to the 
young chartered accountant. 


REVALUATION OF ASSETS 


In order to give stockholders a more complete picture of our position, the board 
decided on a revaluation of the fixed assets of the company and its British subsidiaries as 
at December 31, 1951, on the basis of present-day values. This has been carried out by 
Messrs. Leopold Farmer and Company, and the annual accounts which are being cir- 
culated to stockholders will show the assets as revalued. As a result of this revaluation, 
the book value of the fixed assets has been increased by a total of £1,510,000, and this has 
been transferred to capital reserves. 


The revaluation of our fixed assets gives us a more realistic basis for calculating the 
amount which should be provided for depreciation each year. Before arriving at the 
consolidated profit of £3 million we have deducted the sum of £514,000 in respect of de- 
preciation (compared with £389,000 the previous year) and this we consider adequate having 
regard to high replacement costs at the present time. 

—From the report of Sir Charles Colston, C.B.E., M.C., D.C.M., chairman of Hoover 

Limited, covering the year ended December 31, 1951. 
aD * * * * * 

Although a number of speeches by company chairman claim as a matter of justice 
tax allowances on inflated values instead of on cost, I do not recall any offers to repay, 
on a basis which similarly takes inflation into account, debentures, etc., borrowed in prewar 
days. Apparently the shareholder is to benefit both ways. 


—From a Letter from F. W. Johnston to The Economist, January 12, 1952. 
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Budgeting: 





Its Usefulness to Small Business 


By A. F. Gosling, C.A. 


There is scarcely a business that 
could not employ a budget to advantage 





| Sayer someone may think that his par- 
ticular business is not sufficiently 
large enough to warrant the operation of 
a budget plan, let me pose the questions: 
how small is a “Small Business” and 
how large is a ‘Large Business”? The 
range may be between a single proprietor 
working for himself and the largest 
companies with multiple branches. There 
is scarcely a business that could not oper- 
ate a budget to some advantage to the 
owner. Most housewives operate on a 
budget for the business of looking after 
the family, and in these times of increas- 
ing prices it is certainly a very wise 
precaution to “cut your coat according to 
your cloth”. 


History of the Budget 

The word “budget” is of Gallic origin 
and comes from the French word “bou- 
gette”, meaning a wallet or leather bag 
or sack. It was commonly used to signify 
a portfolio or brief case and took on its 
present meaning in England about 1870. 
The Chancellor of the Exchequer, in 
reporting to the House of Commons 
what he regarded as the necessary taxes 
for the ensuing year, submitted a state- 
ment of the actual income and expendi- 
tures of the preceding year in compari- 
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son with the appropriations for that 
year. When submitting these statements 
the Chancellor was said “to open his 
bougette” and it is from this that the 
present word “‘budget’’ derives its mean- 
ing. The Chancellor necessarily based 
his recommendations for the ensuing 
year upon a forecast and a plan for taxa- 
tion and administration but the word 
“budget”’ applied more to the form in 
which his recommendations were made 
and the intention that actual expenditures 
should not exceed the appropriations 
made than to the forecast upon which 
they were based.1 So it may be said 
that a budget is a plan or forecast of 
business activity, related to a specified 
future period and expressed in terms of 
money. 


The most famous and best known bud- 
gets in existence are those of our national 
governments. It took the government 
of the United States over 12 years to get 
going on a budget system. It was first 
recommended in 1912 after a special 
commission appointed to investigate the 
advantages or disadvantages of such a 
system made its report. It was not intro- 
duced, however, until the year 1923 


1 “The Flexible Budget” by J. H. Williams. 
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when it became law as the result of 
growing public demand. 


Purposes of a Budget 
Aid to Management 


The ordinary financial statements are 
historical documents. Nothing can be 
done to improve or alter the result of 
the past periods. These statements are 
the result of ‘just trading” rather than 
planned trading with constant checks 
upon current progress. Management is 
vitally interested in knowing the cur- 
rent progress of a business rather than 
waiting until the compilation of the 
financial statements when it is too late 
to take any steps about the results. F. 
V. Gardner refers to this situation in his 
book “Variable Budget Control’: “Yes, 
they tell you how we came out, but as 
managers, we want to know how we are 
going to come out and what can be done 
to improve the coming out.” 


A comparison of actual results with 
budget figures at frequent intervals 
shows up discrepancies and steps may be 
taken at once to deal with the situation 
rather than wait until the year-end for 
explanations of adverse results. 


Aid to Obtaining Loans 


It may not have occurred that a budget 
has any bearing on an application for a 
bank loan or in obtaining long-term 
loans, but the following extract from the 
National Industrial Conference Board 
Report shows very clearly that it has 
a very definite bearing:— 

“Although manufacturers when seeking 
loans from banks may not be requested to 
submit budgets, nevertheless in your 
opinion is the manufacturer who used 
budgetary control in his company a better 
credit risk than one who does not?” The 
replies, summarized, stated that all else 
being equal, the manufacturer who used 
budgetary control is a better risk than 
one who does not. 

The question submitted to the banks 
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was also submitted to the investment firms. 

Their replies were of the same tenor as 

those of the banks; they agreed that, other 

factors being equal, the manufacturer using 
budgetary control was a better credit risk 
than one who did not. 

At the present time credit is quite 
rigidly restricted by the banks. In cer- 
tain cases it is possible to obtain loans, 
and any information that will help the 
banks to a favourable decision will be 
most acceptable. A budget is such an 
aid. The bank is more likely to grant a 
loan to a business with a definite policy 
(or planned trading) than to the busi- 
ness just trading from day to day, as it 
were, without any particular plan of 
action. 


Stimulation of Effort 


In many businesses there is very little 
opportunity to secure promotion on a 
basis of exact results achieved. All too 
often promotion comes because of the 
personal likes and dislikes of the man- 
ager. Whilst there is some merit in this 
method, there should be means whereby 
the aggressive employee may progress on 
merit alone. The installation of a bud- 
get eliminates that tendency and allows 
the employee to express his ability to the 
fullest, with the knowledge that his 
ability will be reflected in the comparison 
of financial operations. Give a man 
something to work for and you will 
bring out the best in him. 

Again, a budget promotes cooperation 
with policies laid down by management 
and execution of plans. 


A Buffer in Times of Depression 

The budget is a kind of buffer in times 
of depression and enables the manage- 
ment to meet the waves of increased 
competition with calmness and fortitude. 

A budget is looked upon amongst 
other things as a means of operating 
more efficiently. In other words, it is 


EE 
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an encouragement to the employees to 
obtain objectives, and effect savings and 
operate more efficiently. 

The person who has always shown an 
operating profit may perhaps doubt the 
need of having a budget plan. What is 
going to happen to a good many of these 
business when the “going gets tough” 
and consumer demand decreases? They 
will probably have very little means of 
assessing their relative efficiency and as a 
consequence will find themselves making 
serious losses. 

The business that has definite objec- 
tives in its operation can weather a storm 
much more effectively than the business 
that does not know just how it is doing, 
The latter may be likened to a ship with- 
out a rudder which, when a storm strikes, 
is driven helplessly onto the rocks of in- 
solvency. 

It has been stated that a test of ef- 
ficient management is (1) whether or 
not it can end a turnover process with 
more money than at the start; (2) how 
much money is needed to mobilize the 
other factors; and (3) how often a 
turnover can be realized in a year’s 
time.’” 

The turnover process can be said to be 


2 Gardner, “Variable Budget Control” 
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the mobilization of the M’s of busi- 
ness as shown in the chart below:— 


Other Reasons 


Other purposes of a budget may be 
summarized as follows: 

(1) To establish a definite objective 
with regard to operating perform- 
ance; 

(2) To formulate executive policies as 
to future operations; 

(3) To determine limits to which ex- 
penditures are to be confined; 

(4) To determine what funds will be 
required, when they will be needed, 
and from what sources they will be 
derived. 


Preparation of a Budget 

As a concomitant of a budget it is of 
the utmost importance that there should 
be a sound accounting system. Break- 
down as to revenue and expenditures 
should be sufficiently detailed according 
to functions and departments, to ensure 
as accurate a budget as possible. 

The first step to be taken when mak- 
ing up a budget is to forecast or estimate 
the sales for the period under review. 
This should be done by products, terri- 
tories, quantities, values, etc. 


This forecast is passed on to the pro- 
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duction department who will then pre- 
pare estimated costs of producing these 
sales. The distribution department pre- 
pares a budget of its selling or operating 
cost based on the forecast sales, including 
the advertising department which is co- 
ordinated with the sales department. 

The administrative department also 
prepares a budget of its expenses. Whilst 
some of this department’s expenses will 
be fixed, other expenses may be expected 
to move in direct proportion to the in- 
crease or decrease on sales; for example, 
invoicing department, particularly if new 
lines involving a large number of small 
accounts are involved. Careful review 
of the sales forecast must be made by this 
department and any variables must be 
taken into account in preparing its bud- 
get. 

One other very important budget is 
the cash budget which will show the 
cash requirements of the proposed bud- 
get, the source from which the funds will 
be obtained, when they will be available. 
and the cash position at the end of the 
period. This budget is usually prepared 
either with monthly or quarterly columns 
to take into account seasonal or other 
fluctuations that would require adjust- 
ment. 

The departmental budgets are then 
summarized into a master budget to give 
a plan of campaign for the coming 
period. Included in this master budget 
are anticipated custs of any improvements 
of a capital nature. 

The master budget is further subject 
to check by the management and after 
review a final budget is accepted for 
operation. This final budget is passed 


to the departments concerned who will 
be responsible for keeping within the 
forecast results. 

Once in operation periodic reports of 
actual results compared with the budget 
estimates are prepared, and copies are 
given to each department. 


If the work entailed in the prepara- 
tion of a budget tends to seem appalling, 
forecast the results based on last year's 
figures in simple terms without too much 
detail. It is amazing how close one can 
come to actual results. Then build and 
expand your budget from there! 


Accomplishments of Budget System 


A sound budget system will prove of 
inestimable value to a business and some 
of the accomplishments of a budget are 
stated in the following extract, taken 
from a publication of the Chamber of 
Commerce of the United States:— 


1. Forecasts the Volume of Sales 


A good budget system shows the execu- 
tive what may be expected in the line of 
business over the next few months, there- 
by assisting him and his sales department 
in directing sales effort. Further, the 
sales quota established by the budget 
system sets a goal to be reached by the 
sales department. 


2. Establishes a Production Quota 


A good budget system provides for the 
setting up of a production quota based 
on the estimated sales as the result of 
which the works’ manager may lay out 
production well in advance, specifying— 
(1) The amount and kinds of material 
needed. 

(2) The size and kind of working forces 
that must be provided. 

(3) The amounts of overhead that will 
be expended. 

(4) The requirements in machines and 
equipment. 


3. Assists the Purchasing Agent 


A good budget system is of great value 
to the purchasing agent, enabling him to 
negotiate purchase contracts and orders to 
the best advantage and with the most ac- 
curate knowledge of requirements. 


4, Enables Establishment of a 
Consistent Labour Policy 


A good budget system makes possible 
a consistent policy with respect to the 
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employment and education of working 
forces and when necessary by an anti- 
cipated reduction in business, the scaling 
down of the forces intelligently and with 
due regard to the rights of the workers. 


5. Points Out Financial Requirements 

A good budget system assists the execu- 
tive in gauging the necessary cash require- 
ments of the business, indicates the prob- 
able condition of accounts receivable and 
accounts payable, and in general acts as a 
compass in steering the finances of the 
business in the safest course. 


Advantages of a Budget 
The advantages of a budget have also 
been aptly summarized by J. O. Mc- 
Kinney in an article published in the 
National Association of Cost Account- 
ants Bulletin. They are as follows: 


(1) Coordination of 
Sales and Production 

(a) By estimating sales possibilities 
and planning production to produce the 
goods necessary to meet these possibili- 
ties. 

(b) By limiting production to the 
amount necessary to meet probable sales 
demands as shown by the sales estimate 
and thus preventing an excess inventory 
of finished product. 


(2) The Formulation of a Profitable 
Sales and Production Program 

(a) By determing the lines of goods 
most desirable for a well-rounded sales 
program and adapting production, in so 
far as is consistent with the following 
paragraph, to produce the necessary 
quantity of these lines. 


(b) By determining the lines of 


goods most desirable for a well-rounded 
production program and planning sales, 
in so far as is consistent with the pre- 
ceding paragraph, so as to sell the 
amount of these lines necessary to secure 
economical production. 





Mr. Alfred F. Gosling, C.A., was 
educated in England and spent 
five years with the R.A.F. In 
1947 he came to Canada and be- 
came a registered student with 
Geo. A. Touche & Company. He 
joined Hudson, McMackin & 
Company, Moncton, in 1948 and 
was admitted to the New Bruns- 
wick Institute in 1950. 


3. Proper Control of Expenditures 

(a) By requiring the preparation by 
each department head of an estimate of 
the expenditures of his department dur- 
ing the next budget period. 

(b) By requiring the submission of 
these estimates to the Advisory Com- 
mittee for consideration and approval. 

(c) By the prohibition of any ex- 
penditures in excess of the departmental 
estimates without the permission of the 
advisory committee. 

(d) By requiring the submission of 
monthly reports showing a comparison 
between the actual expenditures for the 
month and the estimated. 


4. Formulation of a Financial Program 

(a) By the estimating of cash re- 
ceipts based on the sales program and 
the estimate of collections. 

(b) By the estimating of cash dis- 
bursements based on the production, pur- 
chasing, plant and equipment, and de- 
partmental expense budgets. 

(c) By determining the excess of dis- 
bursements over receipts and the prepara- 
tion of a financial program which will 
secure funds to provide for this excess. 


5. Coordination of 
All of the Activities of the Business 
(a) By the preparation by each de- 
partment of an estimate of its activities 
during the budget period. 
(b) By the studying of these depart- 
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mental estimates by the departmental 
executives and the Advisory Committee. 

(c) By the modification of the activi- 
ties of each department to the end that 
they coordinate with the activities of every 
other department. 

(d) By the preparation of an esti- 
mated balance sheet and an estimated 


A Recent Book 





Shirtsleeve Economics, by W. A. Paton; 
published by Appleton-Century-Crofts, 
New York; pp. 460; price $4.00 U.S. 
This is advertised as “a stirring de- 
fense of Free Enterprise and a Free 
America”; the danger is that many 
readers may rapidly come to the con- 
clusion that it is a support from the 
pen of an eminent accountant and 
economist of a point of view that 
might have come from a businessmen’s 
club, and that they may lay it aside con- 
tentedly before learning of their mis- 
take. The first point hammered in by 
Professor Paton is that nothing can be 
achieved without hard work, and that 
too many people are anxious to do less 
work for a greater return, and to rely 
on government aid. The second point 
is that competition is of vital import- 
ance, and this is the point which I fear 
may not be reached by some readers. 
Whether the type of competition he 
favours can ever be regained is very 
doubtful; what he would call “free 
enterprise” is certainly not the domin- 
ant feature of American business, and 
one wonders if he realizes how far the 
change which he denounces has pro- 
gressed. He does, however, realize that 
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statement of profit and loss showing the 
anticipated results of the operations pro- 
vided by the budgetary program. 

(e) By the formulation of plans and 
policies which will make possible the 
attainment of the estimated results as 
shown by the financial reports prepared 
in the preceding paragraph. 


businessmen themselves are largely re- 
sponsible for the change. “Those who 
prate about ‘free enterprise’ and at the 
same time use their influence to estab- 
lish pressure groups and break down 
competition are of no help to the cause 
to which they give lip service; instead 
they are fostering, perhaps unwittingly, 
the drift toward state socialism .. .” 
“They believe in private enterprise and 
a competitive market, but in their own 
particular field they can see many rea- 
sons for an exception.” His attack 
covers tariffs, cartels, farm blocs, and 
labour unions. 

Professor Paton is still able to be- 
lieve that shareholders hold the ulti- 
mate control of corporations, and as far 
as he is concerned all the work initi- 
ated by Berle and Means in The Modern 
Corporation and Private Property is 
meaningless. “No citizen is justified 
in forming opinions — and using these 
as a stepping-stone to support of par- 
ticular economic conclusions — solely 
on the basis of casual observation and 
hearsay.” I wish he had borne this in 
mind when making his references to 
Great Britain. 


C. A. ASHLEY, F.C.A. 
University of Toronto 











REQUEST FOR A FORMULA 


Because so many solutions to "W. E. L.”’s problem' (see page 202 of our 
May issue) were received, Professor R. G. H. Smails, F.C.A., Queen's University, 
was asked to consider all the formulae submitted and give us his comments. 
He has treated the contributions as entries in a competition and awarded 


“prizes” as follows:— 


A number of competitors who were able 
to work a concrete example disqualified them- 
selves by their failure to produce an abstract 
formula, that is to say a general expression for 
resolving all cases. Of those who submitted a 
true formula, E. A. Dreidger of Ottawa wins 
the prize (but only by a narrow margin over 
“F. E. W.” of Montreal, H. C. Proctor of 
Ottawa, and “R. M. S.” of Toronto) by the 
following entry: 

Let: P = profits 
= commission 
T = tax 
t = nominal tax rate 
c == nominal commission rate 
Then: 
T = t(P—C) 
C= c(P—T) 
T = t(P—c(P—T)) 
T = tP—tcP + tcT 
T—tcT = tP—tcP 
T(1—tc) = P(t—tc) 
T=P x t—te 





1—tc 

The effective 
tax rate is t—tc 
1—tc 


Similarly, the effective 
commission rate is c— tc 





1—tc 
Example: 
profits are = $600 
nominal tax rate is 4% = 0.04 
nominal commission rate is 10% = 0.1 
effective tax rate is 
0.04 — 0.04 x 0.1 
= 0.03614 


1— 0.04 x 0.1 


effective commission rate is 
0.1— 0.04 x 0.1 


~1—0.04 x 0.1 


0.0964 


Taxes are $600 x 0.03614 = $ 21.68 
Commission is $600 x 0.0964 57.83 
Net profit is 520.49 
~ 600.00 
The agent and tax collector will both be 
happy. 
The agent’s calculation is 
Total profit $600.00 
less taxes 21.68 
$578.32 
10% of $578.32 = $57.83 


The tax collector’s calculation is 


Total profit $600.00 
less commission 57.83 
“$42.17 


4% of $542.17 = $21.68 
Mr. Dreidger’s solution, reproduced here, 
assumes a flat rate of tax and ignores the 
complication that the corporation income tax 
is, in fact, a graduated one. The runners-up 





1"W.E.L.” ’s Problem 


Sir: Would any of your readers be able to 
give a formula which would produce the 
same final figure after commencing two 
problems with an identical amount of profits, 
but from the first amount deducting commis- 
sion payable, then from the balance of tax- 
able profits deducting tax and so arriving at 
the first answer; secondly, from the second 
amount deducting the tax payable, then on 
the balance calculate the commission payable, 
and so arrive at the second answer which is 
the same as that in the first problem? 
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are to be commended for recognizing this 
complication even if they did not grapple 
with it conclusively. Thus “F. E. W.” writes: 

“This is an oversimplification of course 
as the block rate corporation income tax 
structure requires broader treatment, but 
by following the method another and more 
complicated formula can be deduced. Two 
equations will result, viz: 

(a) one where Profits (P) minus Com- 

mission (C) is $10,000 or less 
(b) another where P minus C exceeds 
$10,000.” 
Mr. H. C. Proctor also comments: 

“The above simple formula is of value 
only when the rate of tax is known and 
is constant, such as when the tax is ap- 
plicable to a limited company earning less 
than $10,000. Even in this case if pro- 
vincial income and capital and places of 
business taxes are taken into account, the 
tax rate will vary and the above formula 
will not suffice.” 

The only competitor who both recog- 
nized and mastered this complication was 
“E. C. L.” of Montreal who must be award- 
ed a special prize and would have qualified 
for the first prize if his formula had been 
presented in neater order. He states cor- 
rectly that on the assumptions that the 
commission is 10% of profits less taxes 
and that Dominion and Quebec corpora- 
tion taxes are 17% on the first $10,000 
and 54% on the remainder, then 

“(1) If profits before commission and 
taxes are less than $10,922.22, the com- 
missions is 83 

— x Profits 
983 

(2) If profits before commission and 

taxes afe more than $10,922.22 the 


commission is 46 
— x Profits + $391.12”. 

946 
The reader can easily verify for himself 
(by means of the prize-winning formula) the 
fractions mentioned in this quotation. The 
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figure of $10,922.22 is computed as 

$10,000 x 983 and leaves $10,000 as 
(983 - 83) 

income subject to taxation after deduction of 


commission computed as 
$10,922.22 x 83 


983. 


The figure of $391.12 in paragraph (2) 
is the excess of commission on $10,922.22 
computed as 83 ($922.22) over commission 

983 
on the same figure computed as 
46 ($531.10). 
946 

An example of the application of “E. C. 
L.”’s method is: 

Profits before commission and 


taxes $94,600.00 
Commission 
($94,600 x 46) +391.12 4,991.12 
946) 
$89,608.88 
Taxes — 
$10,000 @ 17% $ 1,700.00 


$79,608.88 @ 54% 42,988.77 44,688.77 


$44,920.11 


Profits less taxes are $49,911.23 

on which Commission of 10% is 

$4,991.12. 

Awards of merit go to G. E. F. Smith, 
Hamilton; Henri de Lottinville, Jr., Quebec; 
S. C. Sharpe, Montreal; Joyce R. Ostrander, 
St. Thomas; H. A. Williams, Edmonton; and 
John H. Cope, High River, Alberta. 


R. G. H. SMAILS, F.C.A. 

Queen’s University 

P.S. Several days after this memorandum 

was written, Mr. R. B. Humphreys, Ottawa, 

and Mr. Morris Starkman, Toronto, submitted 

what appear to be excellent solutions. It is 

regretted that they were received too late for 
consideration. ° 

















Professional Notes 





Canadian Institute of Chartered Accountants 

A Dominion-Provincial Conference on Pro- 
vincial Financial Statistics was held in Ottawa 
from May 7 to 9, 1952, to consider the 
report of a continuing committee appointed 
by a similar conference in 1947. 

The Canadian Institute of Chartered Ac- 
countants was represented at the 1952 Con- 
ference by Mr. L. N. Buzzell, C.A., chair- 
man of the Institute’s Committee on Govern- 
ment Accounts, and by Mr. J. R. M. Wilson, 
F.C.A., of Toronto. 

The conference received and considered the 
report submitted by G. D. Iliffe, C.A., chair- 
man of the continuing committee, and Comp- 
troller-General of the Province of Manitoba, 
which dealt with the form and content of 
Provincial Public Accounts. The report was 
discussed in detail by the delegates and, with 
minor amendments, received the approval of 
the conference. 

The delegates to the conference expressed 
warm appreciation for the constructive advice 
given by Messrs. Buzzell and Wilson as rep- 
resentatives of the Institute and expressed the 
hope that the Institute would continue to 
co-operate with the conference. 

It was generally believed that the ultimate 
implementation of the principles approved 
by the conference would serve as a benefit to 
various governments, to investors, to statisti- 
cal analysists, and the public at large. 


BRITISH COLUMBIA 


Mr. James M. Standeven, C.A. announces 
the opening of an office for the practice of 


his profession in the Stewart Block, 
Courtenay. 

+ * ¥ 
Mr. M. C. French, B.Com., C.A., an- 


mounces the opening of an office for the 
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practice of his profession which will be 
carried on in association with Mr. Keith Bar- 
row, C.A. under the firm name of French & 
Barrow, Chartered Accountants, Kamloops. 

Mr. T. Bailey, C.A. announces the ad- 
mission to partnership of Mr. W. Gordon 
Holms, C.A. Practice of the profession will 
be conducted under the firm name of Bailey, 
Monteith & Holms, Chartered Accountants, 
543 Bastion St., Victoria. 


NEW BRUNSWICK 


Peat, Marwick, Mitchell & Co., Chartered 
Accountants, Saint John, announce that they 
have assumed the practice of A. Gray Burn- 
ham & Co., Chartered Accountants. The 
members of the former firm, Messrs. A. 
Gray Burnham and J. N. Burnham, will 
become partners of Peat, Marwick, Mitchell 


& Co. 


ONTARIO 
Ontario Institute 

The Council of the Ontario Institute has 
sent the following letter to all members of 
the Institute :— 

Toronto, May 26, 1952 
To All Members: 

During the year your Council considered 
the application of the Charter, By-laws and 
Rules of Professional Conduct to members 
who are carrying on a business, possibly in 
conjunction with their practice, which is not 
inconsistent with public accountancy. The 
Advisory Board of Past Presidents was con- 
vened to study and report on the matter 
with special reference to Rules of Professional 
Conduct 2, 6, 11, 14 and 17. The problem 
of tax and other special assignments accepted 
by practising members was also considered. 

The decision of Council which incorporates 
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the recommendations of the Advisory Board 
of Past Presidents is given below for your 
guidance. It will be printed in the year 
book following the Rules of Professional 
Conduct. 

“The attention of the Council has been 
drawn to circumstances in which members 
occupy positions as directors, partners or execu- 
tives in businesses, the main object of which 
is to act as consultants or advisers in manage- 
ment, costing methods, systems and business 
organization, or in some other field which 
overlaps the practice of many chartered ac- 
countants. Consideration has been also given 
to those cases where members who are not 
auditors of a company are asked to undertake 
a tax or other special assignment. 


“The Council has therefore considered it 
advisable to issue the following interpreta- 
tion: 

1. A member of the Institute of Chartered 
Accountants of Ontario engaged simultaneous- 
ly in the practice of public accounting and 
in another occupation not inconsistent with 
that of a public accountant must, in both 
capacities, observe the rules of professional 
conduct of the Institute. 


2. The same requirements will apply, as 
in No. 1, where the member is not simultane- 
ously engaged in public accounting but in 
one of more occupations not inconsistent 
therewith. 


3. It is deemed desirable that a member 
of the Institute who is asked to undertake a 
tax or other special assignment for anyone 
who retains another member as auditor, should 
communicate with such auditor before accept- 
ing the assignment.” 

J. A. WILSON, 
President 


Windsor and District C.A. Association 

Mr E. A. Steiss, investment manager of 
The Huron and Erie Mortgage Corporation 
and The Canada Trust Company, addressed 
the regular monthly meeting of the Windsor 


and District Chartered Accountants Associa- 
tion on May 26. His subject was “The Busi- 
ness Cycle with Reference to the Outlook for 
1952”. He was introduced by Mr Arthur S. 
Fitzgerald, C.A. and thanked by Mr F. W. 
Rippon, C.A. 


* * % 


McDonald, Currie & Co., Chartered Ac- 
countants, Toronto, announce the admission 
to partnership of Messrs F. C. Goodman, C.A. 
and R. D. McKenzie, C.A. 


* * * 


Mr. Gerald Y. Ormsby, C.A. announces 
the admission to partnership of his son, Mr. 
Anthony J. Ormsby, C.A. Henceforth prac- 
tice of the profession will be conducted 
under the firm name of Ormsby & Ormsby, 
Chartered Accountants, with offices at The 
Toronto Mortgage Chambers, 15 Toronto 
St., Toronto. 

* * * 


Messrs. R. W. Morrison, C.A. and Hor- 
rell Sanderson, C.A. announce the formation 
of a partnership for the practice of their 
profession under the firm name of Morrison 
& Sanderson, Chartered Accountants, with 
offices at 21 King St. E., Toronto. 


Hamilton and District C.A. Association 


The Hamilton and District Chartered Ac- 
countants’ Association held a dinner meet- 
ing on May 7, at the Officers Club in 
Hamilton. 

The subject “New Blood for the Pro- 
fession” was presented by a panel of the more 
recent members of the Institute. The panel 
was represented by Philip F. Connell, who 
acted as chairman, H. Lyness Howe, Patrick 
T. Hunt, and Robert Booth. 


The subject matter included a discussion 
of the type of students to be attracted to the 
profession, working conditions of students 
and course of study, and opportunities 
available to chartered accountants on ob- 
taining their degrees. 
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News of Our Members 


Mr. Stuart Johnstone, C.A. (Alta.), has 
been appointed vice-president of the Mc- 
Gavin Companies, Edmonton and Van- 
couver. 

x * Fs 

Mr. Albert Donnelly, C.A. (Sask., Ont.), 
recently addressed a group of electrical con- 
tractors from Renfrew and district who met 
to discuss formation of an Electrical Contrac- 
tors’ Association. He spoke on cost account- 
ing. 

* * * 

Mr. R. S. Rooney, C.A. (Ont.), was one 
of the guest speakers in the eighth annual 
“Vocations Day” held at Ottawa Technical 
High School on May 6. 

* * ae 

Mr Paul N. B. Boultbee, C.A. (Ont.), has 
been elected president of the Montreal Chapter 
of the Institute of Internal Auditors for the 
year 1952-53. 


Obituary 


G. Clifton Chataway 

The Institute of Chartered Accountants of 
Manitoba announces with deep regret the 
death of G. Clifton Chataway in the Town of 
Mount Royal, Quebec, on April 12 after some 
months’ illness. He was in his 43rd year. 

Mr. Chataway was born in Winnipeg and 
after attending St. John’s College, entered the 
firm of Riddell, Stead, Graham & Hutchison. 
He was admitted to the Manitoba Institute in 
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Since the dissolution of the staff of the 
Foreign Exchange Control Board, the charter- 
ed accountants who were with the Board have 
taken up new associations as shown following 
their names:— 

Geo. Abrams (Ont.), Victory Mills Ltd., 

Toronto; L. E. Boissonnault (Que.), Shaw- 

inigan Water & Power Co., Montreal; C. H. 

Cowperthwaite (Man.), Canadian Food Pro- 

ducts Ltd., Toronto; J. K. Davey (Que.), 

Readers Digest Association (Canada) Ltd., 

Montreal; W. P. Deeth (Ont.), Helliwell, 

Maclachlan & Co., Chartered Accountants, 

Vancouver; W. Hogben (Ont.), Comptrol- 

ler of the Treasury Division, Department of 

Finance, Ottawa; R. F. B. Taylor (Ont.), 

Canadian Bechtel Ltd., agents for Trans 

Mountain Oil Pipe Line Co., Toronto; G. 

P. Thompson (Que.), Canadair Ltd., Car- 

tierville, Que. 


1936. He joined Fleet Aircraft Limited, Fort 
Erie, Ontario, in 1938 and was secretary- 
treasurer with this company during its exten- 
sive operations during the second world war. 
In 1947 Mr. Chataway joined Bathurst Power 
& Paper Company, Montreal, as comptroller, 
and held this position until his death. 

The members of the Institute extend their 
sincere sympathy to his widow and family 
in their sad bereavement. 
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J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


MINISTER we used to know was 

accustomed to justify his four 
weeks vacation in July in the course of 
his final sermon before departing. He 
would point out with much reasonable- 
ness that he hoped to return to his con- 
gregation refreshed in body and in 
spirit, and the better able to be of ser- 
vice to them. 

Since this is vacation time, we would 
like to express a hope that our readers, 
too, will find in their holidays that re- 
laxation and rejuvenation which will 
make them of greater service to their 
respective firms when they return to 
work. And we would even go so far as 
to hope that, incidentally, they might 
thoroughly enjoy themselves in the pro- 
cess. 

Fa * * 

Frequently students have difficulty 
understanding why a particular item 
should be shown in an income statement 
as ‘administrative’ expense instead of, 
say, “selling” expense, or vice versa. The 
truth is of course that many decisions of 
this kind have to be arbitrary. This is 
especially so when one is dealing with 
the completely impersonal data of an ac- 
counting problem. It might be easier to 
decide if one were working with data of 
a business with which he was familiar, 
though even then the problem may re- 
main. 

There have been some, impressed with 
the arbitrary nature of the decision re- 
quired, who have argued that such classi- 
fications are meaningless. We will not 
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go so far as to say that. There can be 
an advantage in comparing administrative 
expenses of one year with those of 
previous years. In fact this is where 
the really important point comes out, as 
far as practice is concerned: the classi- 
fication may have to be arbitrary but it 
should at least be consistent from year 
to year. 
* * * 


We doubt if even the most serious of 
accountants would claim that accounting 
decisions of the kind we have just been 
discussing are potentially as crucial as 
some of the arbitrary decisions that have 
to be made in drafting our statutes. As 
a matter of fact this whole problem of 
having to draw a legal line between, say, 
what is culpable and what is innocent, 
has been the subject of some earnest 
thinking by lawyers and judges. 

Justice Holmes wrote in one of his 
dissents, “When a legal distinction is 
determined, as no one doubts that it may 
be, between night and day, childhood 
and maturity, or any other extremes, a 
point has to be fixed or a line has to be 
drawn or gradually picked out by suc- 
cessive decisions, to mark where the 
change takes place. Looked at by itself 
without regard to the necessity behind 
it, the line or point seems arbitrary. It 
might as well or might nearly as well 
be a little more to the one side or the 
other. But when it is seen that a line 
or point there must be, and that there 
is no mathematical or logical way of 
fixing it precisely, the decision of the 
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legislature must be accepted unless we 
can say that it is very wide of a rea- 
sonable mark.” (Louisville Gas Co. V. 
Coleman). 
* ** * 

Doubtless economists, too, are frus- 
trated from time to time with the 
thought of having to treat differences 
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of degree in their field as differences 
of kind. At any rate we remember 
reading a remark to that effect once in 
a book on economics. The author ob- 
served that while one thinks of spring 
flowers as a class, and of summer flow- 
ers as another class, it is still possible 
to find a tulip blooming beside a rose! 


SOLUTION TO JUNE PUZZLE 


Alfred :— Nuts 
Charles :— Pickles 
Norman :— Apples 
Percy :— Toffee 
Thomas :— Chocolate 


A PUZZLE FOR JULY 


A small boy has a bag of marbles. 
He closes his eyes and takes them out 
of the bag in handfuls of two marbles, 
and has one marble left over. He re- 
places them and extracts them in hand- 
fuls of three, and again has one remain- 


case one still remains. However, upon 
removing them in handfuls of seven, 
there is no residual marble. 

Required: The smallest possible number 
of marbles the boy could have in his 
bag. 





ing. He repeats the process with hand- 


: , (Contributed by a Vancouver reader) 
fuls of four, five and six and in each 


PROBLEMS AND SOLUTIONS 


Qualified accountants have prepared the solutions appearing in this section, and the 
solutions reflect the personal views and opinions of their various contributors. Students 
should not regard them necessarily as models for submission to the examiner. The hope 
is rather that they will provide a basis for such discussion and explanation of the problems 
as will make their study beneficial, The editor will welcome discussion of the solutions 


published. 


PROBLEM 1 
Intermediate Examination, October 1951 
Accounting I, Question 7 (10 marks) 
On 1 Jan. 1951, X sent goods costing $5,000 on consignment to Y and by arrangement 


drew a draft on the consignee for $2,000 at 3 months. The draft was accepted by Y and 


discounted by X at the bank on February 12 for $1,970. 
The following expenses applicable to X's costs of the consignment shipment were paid: 


I ee ee ne ee eee $ 80 
RR tect) Slee ko 210 
SUNN: MINI occas ae eet doves eke Gaacehevi 40 


Advertising of product .................... 130 
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For the two months ending 28 Feb 1951, Y’s records reflect the following transactions 
in respect of the sale of X’s consigned goods: 


January 23 Cash sales . aes Sais eiske ee 
January 28 PSOE MORIN asccssectepssssecsseece Becca ae ees . 3,150 
February 15 SEN NINO Se oocyst acer ee kik aaa sssaoe 1,400 
February 1-28 Collections by Y on account of credit sales ........... 2,800 


As February 28 is X’s fiscal year end, Y submits an “account sales”, taking into con- 
sideration his commission calculated at 5% of gross sales, together with a cheque in settle- 
ment. 

As at February 28 one-third of the goods remained unsold. 

Required: 

(7 marks) (a) Statement showing the computation of X’s profit on the consignment 
for the period ending February 28. 

G3 marks) (b) “Account Sales” prepared by Y. 


A SOLUTION 
(a) eS es 
PROFIT ON CONSIGNMENT TO Y 
ist January 1951 to 28th February 1951 








Sales .. , hi ate iss $5,000.00 
Less cost of goods sold: 

shipped .......... : $5,000.00 

Less on hand 1,666.66 3,333.34 
Gross profit .... << : : $1,666.66 
Less expenses: 

Cartage ....... So ; $120.00 

Freight . nec Maeete 210.00 

330.00 

Less applicable to goods on hand .... , 110.00 220.00 

WUPMUIRNUMIREE SOC 0 AR) Ce Yn NR oi x 130.00 

RUNNIN tia A ces Cent a se hsad 250.00 600.00 
Profit for the period oe Mac openleenmer We iken $1,066.66 


NOTE: Freight and cartage may be added to inventory, in which case inventory on hand 
should be valued at $1,776.66. 





(b) 
CONSIGNEE Y 
ACCOUNT SALES 
for 2 months ending 28th February 1951 

23rd January RIeNN MDI hele, covecs ec eseriaveeexe of eae lcs: $ 450 
28th January Credit sales a eect me 3,150 
15th February OAR ORM ots ei cayit he ateece cess Bits aie ae iA 1,400 
5,000 
Less accounts outstanding as at 28th February 1951 Fatah 1,750 





een REED 3c svaeh ete ; me 3,250 





ne 
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Eghs = COMMIS CURIONI a52k. Sisson assent. an 2560 
— expenses paid ................ Diet dR ONIONS 170 
eran IMU ed 23 etre ese tha tetas 2,000 2,420 
I NN sci iscatsicaicls tikes nscilintarsiseiesteibearcsariaecnataes: 830 
Inventory on hand as at 28 Feb. 1951 ....... ree veesseeee$1,666.66 
PROBLEM 2 


Final Examination, October 1951 
Accounting I, Question 5 (20 marks) 


CA has been approached by M, the owner and operator of a medium-sized hotel 
for advice on an accounting system which would provide satisfactory internal control over 
the revenue therefrom. 

The activities of the business consist of: 

(a) Renting of rooms. 

(b) Sales of meals for cash and on credit for hotel guests. 

(c) Sales of liquor for cash and on credit for hotel guests 

(d) Sales of cigarettes, cigars, and candy, all for cash. 

(e) Catering to weddings, banquets, etc. on a cash and a credit basis. 

There are two clerks on duty at the main desk at all times and they receive and record 
all the cash and charges to hotel guests from each department. 

As cash is received at the main desk, it is to be rung up in the cash register with 
the proper differentiation as to departments. In this way all cash will be centralized in the 
hands of the desk clerks. 

The bartender and his assistants are to be provided with a petty cash fund for change 
purposes. At the end of each day he is to turn over to the desk clerks all the cash received 
and the record of all credit sales made during the day. 

All cash collected by the waitresses in the dining room is to be turned over immediately 
to the desk clerks together with a record of all meals charged to hotel guests. 

Sales of cigarettes and candy are to be looked after at the main desk. 

Records of catering revenue, room rentals, and hotel guests’ accounts receivable are to 
be maintained by one of the desk clerks. 

Required: 


Set out the methods of controlling the revenue from the various departments. 





A SOLUTION 


M’s HOTEL 
METHODS OF CONTROLLING REVENUE 


(a) Renting of rooms 

There must be a record for each room, kept on a daily basis. The record may take the 
form of a subsidiary ledger card. 

Control of double or single occupancy of rooms can be achieved by having occupants 
sign a registration form on arrival. The rates will be entered immediately on these forms. 
The forms may provide a basis for posting daily to the subsidiary ledger cards, and for pre- 
paring, daily, a journal entry for posting to the general ledger, 

Dr. Accounts receivable 
Cr. Room rental revenue. 
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When a room is vacated, the form is removed from the current file. 

Rooms should be numbered serially so that all may be accounted for each day as 
either occupied or vacant. A housekeeper’s report on empty rooms should be checked 
against the subsidiary ledger cards. 

This procedure can be extended to include a check on rooms occupied on a monthly 
or yearly rental basis. 

(b) Sale of meals 

Charges for sales to hotel guests will be posted to the accounts receivable (subsidiary 
ledger) card and credited to Restaurant revenue. Cash sales will be credited directly to 
restaurant revenue. 

Control may be achieved by calculating gross profit based on the cost of food alone. 
The restaurant revenue should vary directly with food purchases with due allowance for 
wastage. 

In the restaurant itself meal checks should be made up by waitresses. The customer 
will turn in his meal check at the main desk and pay there; or if he is a guest of the 
hotel, instead of paying at the time, he may sign his meal check and turn it in. One of 
the desk clerks will make the appropriate entries from the meal checks. The meal checks 
should be prenumbered consecutively so that the clerk can account for all that have been 
supplied to the waitresses. 

(c) Sale of liquor 

Control can be achieved by charging liquor to the bartender at selling price (on 
basis of estimated yield in case of mixtures, with an allowance for wastage. Cash received 
will be credited to the bar account. When liquor is purchased, a journal entry is made, 

Dr. Bar account 
Cr. Profit on sale — liquor 
Cr. Accounts payable. 

Monthly inventories will indicate the required adjustment of the profit figure for 
statement purposes. Credit sales should be entered on the accounts receivable cards and 
credited to Bar account in the same manner as cash. A cash register with a visible window 
should be used and a concealed total of cash sales should be checked daily by one of the 
desk clerks. 

(d) Sale of cigarettes, etc. for cash 

Again control may be achieved by charging all goods purchased for the counter at sell- 
ing price and crediting the profit to a suspense account. The balance in the Counter account 
will represent the inventory on hand at selling price. The difference between inventory at 
selling price and at cost will be unrealizd profit and if Profit suspense is closed out monthly, 
an adjustment should first be made for this amount. 

(e) Banquets, weddings, etc. 

As arrangements are made for banquets or weddings an entry should be made in a 
memorandum register designed to record reservations for special functions. If revenue is 
to be based on a “per head charge’, a count of persons present should be made and signed 
by the employee in charge of the banquet. If the function is on a credit basis an entry 
should be made charging Accounts receivable and crediting Special functions revenue. As 
cash is received it should be credited to Special functions revenue or Accounts receivable. 
The memorandum record should be checked to the revenue record regularly. 


Clerk A should handle: 

. registration of guests for rooms; 

. checking of housekeeper’s record to room records; 

. entries charging for rooms, meals, liquor, and special functions; 

. entries for charges and receipts; 

. checking of the bartender’s sales each day, of the charge slips from the dining 
room, and of the cigarette and candy sales; and 


Mom Wb 





t 
. 





_—— 





- 


The Students’ Department 





6. Checking the totals from the cash register to the Cash receipts book. 
Clerk B should handle: 
. receipts from guests; 
. receipts from restaurant (cash only) and from the bartender; 
. sale of cigarettes, etc. and cash therefrom; and 
. special functions. 


mW hb 


Editor’s comments: Note that a considerable portion of the solution turns around the dis- 
tribution of duties between the two desk clerks. The problem states that there are two 
clerks on duty at the main desk at all times. An accounting office or a night auditor would 
not, therefore, be necessary. 


PROBLEM 3 
Intermediate Examination, October 1951 
Accounting I, Question 8 (20 marks) 


The attached trial balance on columnar paper has been prepared from the general ledger 


of the H Co. Ltd. as at 31 Aug 1951. 
Your examination has disclosed the following additional information: 


(i) Inventories as at 31 Aug 1951, at cost, were as follows: 
Me CE oo cerksck toasted otastenccsatertenass $40,000 
TOU ANION 9 562 ih oo se akg ndeccsSencosuneweaieegeet 20,000 
ANAT ARES sc Beaches a hades Cad Genes teseandecsocets 35,000 


(ii) The only entry made during the year with relation to bonds payable was a 
debit to interest expense and a credit to cash for interest in the amount of $2,500 
paid on 1 Mar 1951. 

(iii) On 15 Jun 1951 the company installed a new machine costing $20,000, 
payable one-half in cash on installation and the balance three months later. 
This transaction was recorded on the books as a debit to machinery and 
equipment for $10,000 and a credit to cash for the same amount. 

(iv) Depreciation has not been provided during the year but is to be set up on 
the basis of the net depreciated book balance at the end of the fiscal year at 
the following rates: 


CSET e ea Oe a oe 5% 
Machinery and equipment ..................0..c:eseeeeeee 20% 
PEN esses en te Sh at a ded RS cate 30% 
Reenter ete steeeass 20% 
(v) Depreciation on buildings is chargeable 10% to warehouse, 5% to office, and 


the balance to plant. 
(vi) A trade account receivable from J. Jones in the amount of $200 is uncollectible. 
(vii) No provision has been made in the books for interest accrued on the market- 
able securities at 31 Aug 1951. Market value at 31 Aug 1951 was 102. 
(viii) The reserve for bad debts should be increased to 1% of trade accounts and 
bills receivable. 

(xi) | Property taxes are to be charged $200 to office expense, $50 to warehouse ex- 
pense, and the balance to plant. 

(x) Insurance is to be charged $40 to office expense, $135 to warehouse expense, 
and the balance to plant. 

(xi) Provision for income taxes is estimated at $40,000. 


Required: 
Prepare a work sheet for the manufacturing statement and for the statement of profit 
and loss for the year ended 31 Aug 1951 and for the balance sheet as at 31 Aug 1951. 
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) 
H COMPANY LIMITED 
GENERAL LEDGER TRIAL BALANCE 
as at 31st August 1951 
PRR MAIER ODIO MINS = FREE a. 8 oo. sacs s cccicsseneencistacsecscsesscsiassnssseossees — -  150j000 i 
Accounts payable ....................... Beet ter te ee Matar caiet eave $ 70,000 ( 
ea I RS 2669s Sana ensvosssensp akonsbifbnis veh GondsédisesBenocens 900 \ 
Advances to employees ........ coe ceed Sia ae ak arisiortsea es Come aes 450 
MII ee oh aust can Fake ca ld sup nctustcn bowubosesabobensabacdeosees 20,000 
Bank charges ....... Pease a See Ed ce es ee een ceiscpen te 45 
I elo sishnlCunsiNa 14,500 | 
Bonds payable 5% — maturing Ist Sept. 1963 ...........0.00.0c0:ccee 100,000 \ 
eg ERA TI en eee ne ee em ae ee ee 200,000 | 
Ioana UNINC UR A ON ssa soashusadesucvsbowteos 78,000 
INN ais iS iets a se isteach cash at Sos 7,000 
I a gs cece esabcsipeaetiwe 12,000 
NY I ec eee en a cee Eg ee ee 3,600 
I NN se hg es aca A sy snes cel Wa an ane eveseecssaceia pa Nase 3,275 
TSR heen os SES ra he Cee ae cor aa ie oa 1,000 
II od faa aa Nee ret ahaa 2, 355 ah G sate edueddeay 451,706 
ae UN NN 3h acs sucka dudasdaussvasesusSabucbacusesuness 15,000 I 
Factory salaries — superintendence ...................0..ccccccccccseecsseeesseeseees 23,000 
Parminure wind’ fietares: —— GAC ..................0000..-.5.000e0sseccscescsecaceasese 4,000 
General expense miscellaneous .......................:0ccccccsssssscesssessseceeseeees 1,250 
aaa i a feds uice nucenbeadacebcbedes 1 
NI NN de a ata cag sa peste pad Sede bewnSovivonnn 3,000 | 
PERRI IgE WeRNIRE = DHOUAENB os. cn can 5cs50s00essdiesse0sececasseccnesacorcecsvcnsansese 2,500 | 
Interest earned on marketable securities ..............0..ccccccccceececeseeeseeees 4,000 
Inventory 31st August 1950: 
NN Sr a ocp fas ose co cask vv cadovs basxoaerd bois da dua a vers sicsecbacesbcude 50,000 
SIMI cet ee re Ae ae leas 15,000 
NII 22506 55.5b a5 chs a, Sess chsh nas cs satan sas ohacassacavesiceianscieias 25,000 
arava hans aaak Siac bas oad babes bintasey dino eabbaaess 50,000 
I INE a cs so id chien Spaanicenaboceance 207,000 
I el : 120,000 
Marketable securities (Government of Canada 3% due 
en eens 200,000 t 
MUNI URIEIY PUNNN RENOIR = 06-55. c0s 450ssessccessesaseseseaseosessceseevessconeese 240,000 
Maintenance and repairs — factory ...............00ccccccccsssesccessceeseceeseees 18,510 
ee TINUE Gai. 9 oc nr oe oases es oaks cddesandkseszebetccanes 1,500 } 
Other accounts payable and accruals ......0.......0...cccccccccccsseesseeseees 7,000 
OR MRM Cc ee cd i acstan dels anecaes 28,000 } 
eg a | a a 1,400 
SE RRRR RUNS eis UNO MUURIRENNG oss oi cscs ..0nn5ecccscncccpeccdadeocsvocsocsoncdavescaecovee 200,000 
Seem PUNE 3 oo cogs vucds vee ea ond suashcn dheavasanssoanseance 25,000 
Sea I Ee act nN ah aa crus : 2,250 
eee NI UNE NIN aca cs ac vas ai nc saps Goines ssbanntpaccoenecdoeneve 1,500 ! 
Reserve for depreciation — buildings ............0...0....00.cccccceeeees 70,000 
— furniture & fixtures .....000000000000.000..... 2,500 / 
— machinery & equipment .................... 150,000 \ 
pie PS INRA 555 vec teenie aksibcuinscdecasswaate 7,000 
RN cha cts ncn oleic hee 2,000 
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Reserve for government income taxes .............ccccceeeeeeceeeeeeeeeeenees 25,000 
MI eee e eee yry grees ati adase dassstiivsndletis TNC asses 800,000 
Sales — returns and allowances ...............c::ccccsssssssesssesscessesseeseceeees 2,125 
NTT RR a oso re vce es sass wa SSeS NL 14,000 
se BS GERUREIEE, CR CTICS eins nce siesss cc ccsebassacatavetaecdiceaanseie 3,000 
UU MNT (a SN etch sas ce as ah ese Ria cath ap Sa AAR aas Budd cob a usetbedoaS RiETATE 100,000 
MN eB o cer eidsieac ecb eatin pets RecN covaheveap a vasescuan east 3,200 
RT ee eee ce re es Ee Oe $1,768,106 $1,768,106 


Editor's Note: Candidates were provided with 14-column accounting paper which had the 
above trial balance printed at the left of the sheets. They were instructed to submit their 
answers on the columnar sheets on which the trial balance was printed. 


See pp. 38-40 for solution 
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